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REVIEWS
Writings in Accounting
DR. MARIE E. DUBKE, CPA, Editor
Memphis State University
Memphis, Tennessee

“Earmarks of a Profession—and the APB”,
W. A. Paton, The Journal of Accountancy, Vol.
131, No. 1, Jan. 1971.
While many (see review of the Business
Week article, “Why Accountants Need to Tell
a Fuller Story”) feel that the APB’s action
is strengthening the accounting profession,
Paton (well-known Dean of Accounting in
Michigan if not in the entire country) feels
that the APB “may impair the professional
status of accountants.” He is highly critical
of the attitude that accountants should “serve
the public” and be independent. He suggests
that “his function is to provide the best public
service to his specific clients, the people who
pay for his efforts.” He also states that in a
poll of images today, “security analysts . . .
would be among those fighting it out for bot
tom spot.”
Paton apparently resents the APB’s recent
opinion which requires uniformity of treatment
for business combinations which meet a whole
gamut of specified conditions; at the same
time, he states that previously, both orally and
in writing, he attempted to persuade the old
Committee on Accounting Procedure to oppose
the whole pooling idea. May the reviewer point
out that, if the prior committee had had suf
ficient intestinal fortitude to restrict pooling in
the same narrow fashion as the APB has done,
history of the past decade would be quite dif
ferent?
Agreed, total abolition would have been
preferable; but a door open just a crack is
better than a wide open door when one wants
to restrict or eliminate traffic! We presently
have an instrument which permits but restricts
pooling, thus preventing much of the abuse
which has occurred in the past decade. This
measure passed while, from reports, total
abolition of this highly questionable practice
would not have mustered the required ⅔rds
vote on the Board. As Paton says, “the minority
is often on the right track”, but it is a wise
minority that will compromise to make some
forward progress when total victory is impos
sible.
Paton points out that one would have dif
ficulty giving away copies of corporate annual
reports. He doubts that many people read
them. However, this reviewer would point out

that the financial editors have in the past read
them well enough to pick out erroneous earn
ings per share and “cash flow per share”
figures placed in many reports by members of
the management team. This reviewer holds
that it is much better for the APB to prescribe
minute details for the accountant to follow if,
in so doing, erroneous computations are forced
out of the annual reports entirely.
The APB is not perfect and changes may be
made in the future to improve present Opinions.
In comparison with the previous Committee on
Accounting Procedure, its efforts seem favor
able. It was while the previous committee was
in session that Lifo gained popularity; that
cost or market, whichever is lower, procedures
were advocated (does any firm actually apply
this procedure?); that eight ways of handling
write-offs of real and property taxes were
recognized as “generally accepted”; that amor
tization of discounts over the original life of
a retired issue of bonds was promulgated; and
that pooling of interests teas blessed.
Mr. Paton has every right to express his
opinion. This reviewer hopes this article of his
will soon be forgotten and not detract from
previous writings of this accounting giant. It
is hoped that the APB will continue to tackle
knotty issues and compromise only when neces
sary; otherwise students of tomorrow may place
Accounting even lower in the list of professions.
Heaven forbid that we should be proved guilty
of helping to bilk the public because of our
overattention to serving the private interests
of moneyed individuals.
M. E. D.

“Training to use the Computer as an Executive
Tool”, Richard T. Becker, Personnel, Volume
47, No. 6, Nov./Dec. 1970.

There are two main training areas in the
management training function changed by the
age of the computer. These are increased use
of the computer by management in areas such
as long-range planning, product life analysis,
and manpower planning and the use of the
computer in training executives in various
management functions. Mr. Becker presents
the approach used by B. F. Goodrich, who
used background training as early as 1959.
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This has evolved into its current efforts to use
the computer as a tool in the training of
executives.
Sessions involving the modeling techniques
have proved to be enlightening to many execu
tives. Risk analysis has taken a broad spectrum
of managers from various job functions. An
other program is a planning systems generator.
This is another modeling technique which can
be applied in any kind of activity from finance,
marketing, and manufacturing to union rela
tions. Main emphasis currently is on systems
analysis tailored to the management functions.
Goodrich has been able to pinpoint some of
the problems of training executives in the uses
of the computer. One obstacle is a reluctance
on the part of executives to admit a lack of
comprehension. Another is the necessity of con
tinual reinforcement. Also, management had
to be set straight about its expectations of
glorious results from a computer.
Mr. Becker concludes, “The advent of the
computer as far as training personnel is con
cerned is a two-way street. One direction is
to spread the knowledge of computer tech
nology and the other is the use of the computer
as a training tool per sc.”
Dr. Patricia L. Duckworth, CPA
Metropolitan State College, Denver

“Why Accountants Need to Tell a Fuller
Story,” Business Week, No. 2162, Feb. 6, 1971.
Have you wondered where accounting is
going? And why? The Finance Commentary of
this issue reads like an appeal to the accoun
tants to take steps toward greater professional
ization. The article credits Leonard Savoie
with influencing “the AICPA ... to bring
a tougher discipline into the rather disorderly
ranks of the profession.”
Touche Ross and Arthur Young are recog
nized as revolutionary firms, joining the pre
viously-indicted “maverick”, Arthur Andersen,
in pushing for more strength for the APB. The
article states that “the accountants will need
some real backing from the Securities and
Exchange Commission.” It also suggests that
Congress and managements will have to co
operate if progress is to be made.
Many accountants are cheering along the
sidelines and wish the revolutionaries and the
AICPA “God-speed” in their efforts to put
the accountants’ house in better order.
M.E.D.

“Mechanizing the Small Office,” Edmund J.
Wells, Management Services, Volume 7, No.
5, Sept.-Oct. 1970.

“Financial Disclosure Patterns in Four Euro
pean Countries,” Anita I. Tyra, The Interna
tional Journal of Accounting Education and
Research, Volume 5, No. 2, Spring 1970.

Mr. Wells describes a way of organizing
the mechanization effort of a small business
and the roles of the major participants in the
mechanization process. Four requirements for
successful mechanization are listed:

In this article, Dr. Tyra investigates the
charge that “disclosure in annual reports of
European companies is frequently thought of
as inferior to financial disclosures made by
U. S. corporations.” Published corporate reports
from West Germany, France, the Netherlands,
and the United Kingdom were analyzed on the
basis of 15 points covering consolidation prac
tices, financial summaries and statistics, dis
closures, and the auditor’s report. The analysis
was made to determine the influence, if any,
of the capital market, companies law, and the
accounting profession upon reporting practices.
The author presents a comprehensive but
brief summary of the environmental factors
within each of the four countries. This alone
makes the article a worthwhile investment of
time for those concerned with internationalism.
The conclusion of this study should make all
of us stop and think—“legislation exerts a much
greater influence on corporate financial dis
closure in the four countries studied rather
than either their respective capital markets or
accounting professions.”
Dr. Marilynn G. Winborne, CPA
University of Arizona

Top management should fully understand
the implications of mechanization before
making a decision to mechanize. Mech
anization for mechanization’s sake is not a
sound basis for a decision.
The system should be simple without being
simpleminded. Simplicity with complete
ness requires considerably more effort
than complexity with completeness.
Substantial involvement of top management
and the users of the reports during design
and installation is essential to the success
of the system.
Office personnel must be adequate. Mech
anization will not solve problems that
stem from substandard personnel.
The last two pages of the article contain
a table which lists the steps in the mechaniza
tion process and the roles of top management,
middle management, office staff, consultant,
manufacturer, and service bureau.
Mary E. Burnet, CPA
Rochester Institute of Technology
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The proposal admits to some limitations in
accuracy of liquidity flow-indices by omission
of the borrowing potential of the firm and be
cause of the obsolescence and income-smooth
ing factors of annual report figures. Regardless
of these defects, the author concludes that use
of a liquidity flow-index still seems to offer
significant improvement over the current ratio
analysis.
Constance T. Barcelona
Camargo Club, Cincinnati

“The Evaluation of Liquidity: An Analytical
Study,” Kenneth W. Lemke, Journal of Ac
counting Research, Vol. 8, No. 1, Spring 1970
Current ratio concepts, part of the invio
lable body of law of financial statement anal
ysis, are described by the author as “almost
venerated by accountants and other financial
decision makers as a prime criterion of liquid
ity.” Nevertheless, he points out with simple
case studies that a changing current ratio is
not an infallible sign of improvement or de
terioration in the liquidity of a firm. Inade
quacy of the current ratio analysis relates to its
static, or “snapshot,” character and to the col
lection of many variables which have differing
effects on liquidity.
The study first presents some basic assump
tions as to profit maximization, along with
constancy of price levels and income tax rates
that are obviously unrealistic but do provide
parameters for observing the factors that affect
liquidity. This proceeds through a brief exam
ination of the major components of the current
ratio and introduces a standard inventory re
order formula that is very close to the heart of
the thesis, since inventory levels do not rise in
equal proportions to rising sales but rather
by the square-root of sales increase.
The proposal is for a liquidity flow-index
which is advocated as dynamic rather than
static and which can be prepared for periods
short enough to avoid intraperiod cash defi
ciencies. Liquidity flow-index is defined as the
ratio of practical maximum rate of outflow to
required rate of outflow. Figures for develop
ing the ratio may be taken from past perfor
mance or from future projections.
Ex post liquidity flow-index is derived from
historic figures for a specified unit of time; in
the case of a twelve-month interval, this ratio
for a financially healthy firm will approximate
unity. A projected liquidity flow-index will
have to consider internal generation of cash
and receivables by reason of profit and is
consequently subject to the volatility of earn
ings and the optimism of the analyst. The retro
spective liquidity flow-index, usually the only
form available to an outside analyst, looks
backward over more than one time unit. All
three time concepts will lead themselves to
refinements and modifications to suit a partic
ular firm and may also permit recognition of
special-purpose funds without distortion of the
general liquidity flow-index.

“ACCOUNTING FOR HUMAN RE
SOURCES,” R. Lee Brummet, The Journal of
Accountancy, Vol. 130, No. 6, December 1970.
At the joint annual meeting of ASWA and
AWSCPA in Washington, D.C. in 1969, Mr.
Brummet was the most popular and well-liked
speaker. He spoke on accounting for human
resources, a topic which has not been explored
by many and which has been experimented
with by only a few companies.
A similar paper, presented to the American
Accounting Association in 1969, has been re
printed in “Statements in Quotes.” For those
who missed Mr. Brummet’s speech (or wish
some review of the subject), it is now avail
able and recommended for your reading list.
M.E.D.

“INTERNAL CONTROLS FOR DATA PRO
CESSING,” Troy J. Smith, Management Re
view, Vol. 59, No. 2, February 1970.
Mr. Smith begins by stating that the in
ternal auditor must know the actual position
of the data processing department in the cor
porate organization in order to define the in
ternal controls to be established over its opera
tions. Then he must establish the input con
trols, the program controls, and the controls
over bursting, decollating, and binding. All of
these controls are discussed in the article.
The author, who is with North American
Aviation, Inc., concludes the article with some
test questions that can reveal whether or not
proper controls exist in the company. This
article should be a “must” reading for any
internal auditor who faces the responsibility of
defining internal controls for the data process
ing function.
Dr. Patricia L. Duckworth, CPA
Metropolitan State College at Denver

18

